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Brazil's effort to renegotiate the terms of its relief package with the International Monetary
Fund (IMF) are being hampered by balky governors' reluctance to pay their debts to the central
government. Meanwhile, the Central Bank has its second new president in two weeks. While there
is little agreement on how to fix the economy, everyone expects the cure to be long and painful, with
the worst perhaps still to come.
On Feb. 2, President Fernando Henrique Cardoso replaced Central Bank president Francisco Lopes
just 20 days after he oversaw the surprise devaluation of the currency. The change came shortly
after IMF first deputy managing director Stanley Fischer arrived in Brazil, prompting opposition
allegations that the IMF played a role in the reshuffling. Lopes replaced Gustavo Franco on Jan. 13
and the same day announced a de facto 8% devaluation of the real. The currency was allowed to
float two days later. Since then, the real has lost about 35% of its value.
Economist Arminio Fraga, who until recently worked for billionaire financier George Soros,
was appointed to replace Lopes. The removal of Lopes does not "represent any alteration in the
current floating exchange-rate system nor in the overall economic policy guidelines, which will
be maintained," the Finance Ministry statement said. Finance Minister Pedro Malan said he had
also submitted his resignation, although Cardoso did not accept it. While he said he would remain
finance minister as long as Cardoso wanted, some analysts interpreted Malan's admission as a sign
he would be out soon.
Luiz Inacio Lula da Silva, head of the Partido dos Trabalhadores (PT), and Leonel Brizola of the
Partido Trabalhista Brasileiro (PTB) called for the IMF to stop interfering in Brazil. Naming Fraga,
whom he called a "megaspeculator," was "an aberration" for Lula, who said it is "like the police
putting a criminal in charge of the fight against crime." Lula said the change "shows the weakness,
impotence, and submission of President Cardoso to the interests of international bankers."
"Now everything is much clearer, because we have Fischer as Finance Minister and Soros as
president of the Banco Central," said former president and now Minas Gerais Gov. Itamar Franco.
"Now it will be much easier to renegotiate our foreign debt, we'll just have to improve our English."
IMF considers new terms for bailout money Fischer, who arrived with an IMF team Jan. 30, left
without announcing when the next installment of bailout money would come.
Before flying back to the US, Fischer said a final accord between Brazil and the IMF could be
reached within two weeks. The rest of the IMF team continued meeting with Brazil's economic team
to work out new financial targets before the country can draw the US$9-billion second installment
of the US$41.5-billion credit line approved late last year (see NotiSur, 11/13/98, 12/18/98). IMF officer
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Francisco Baker said the money would be available only after the fund's board of directors approves
the report being prepared by the team of IMF technicians, probably in March. Brazil's leading
financial daily Gazeta Mercantil reported that talks were strained by IMF demands that Brazil make
more spending cuts and tax increases to offset the results of the devaluation.
Finance Minister Malan said privatization of the energy and financial sectors was among the
measures that will be taken to meet IMF goals. Another is to increase the budget surplus and reduce
the public debt. The priority of Brazil's monetary policy will be to keep a lid on inflation, with a
target of single-digit annualized inflation rate by year-end. But many economists fear prices are
already spiraling, and some forecast inflation at 21% in 1999, compared with almost zero last year.
The IMF is expected to recommend that Brazil maintain high interest rates as an essential way to
restore confidence in the economy. But that policy is meeting strong resistance as the economic
slump deepens and puts more people out of work. Interest rates are source of controversy Brazil's
Central Bank has raised interest rates to a crippling 39%. For the common business executive or
consumer, rates are more than 40%. "The IMF is in Brasilia today telling them to jack up rates
again," said Harvard economist Jeffrey Sachs. "This does not restore confidence, that just pushes the
recession fully into depression."
Interest rates are already enough to "kill the Brazilian economy three times over," said Deputy
Delfim Netto, who served as finance minister in the 1970s. Brazil and the IMF are "locked into what
could be a joint suicide pact." Other economists attending a seminar in Sao Paulo also criticized
IMF-recommended policy and called for a prompt reduction of interest rates. They said high rates
could deepen the recession and increase the cost of the public debt. Local media has speculated
the IMF wants Brazil to raise interest rates to 70%. Higher rates would be hugely unpopular with
companies and workers grappling with an economy already well on its way to recession.

Federal government, governors locked in standoff
To meet fiscal goals and calm fears of a debt moratorium, Brazil must, among other things, persuade
the country's 27 states which have wide autonomy under the Constitution to curb massive spending.
Malan and two other ministers met Feb. 9 with three governors, who represented four others as well.
They want a revision of their debt contracts with Brasilia. "The meeting was not conclusive on any
point," said Rio de Janeiro state governor Anthony Garotinho. He said that, despite the dispute, his
state is working on the fiscal measures the government is calling for.
But, like other governors, he complained the debts he inherited when he took office Jan. 1 are
almost impossible to pay off. The seven governors met Feb. 5 in Porto Alegre, demanding an end
to the "unfair economic model" that has made the country "hostage to international speculators."
The governors called for a "grace period" for paying their debts and said they could only direct
5% of their revenues to servicing the debt, compared to the 11% to 15% of their predecessors. The
currency crisis was set off when Gov. Franco announced a 90-day moratorium on Minas Gerais' debt
payments to Brasilia. Franco also said the state could not meet its Eurobond payment of US$108
million due Feb. 10.
On Feb. 10, the federal government said it is providing a special line of credit to guarantee the full
Eurobond-debt payment. Franco said he could pay half the amount due despite previous claims of
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having no cash. The move to offer credit could indicate that other states might get a break if they
press hard enough, said Geoffrey Dennis, global emerging-market strategist at Deutsche Bank
in London. It also shows the states' desperate fiscal condition, he added. "This is bad news for
markets." Prospects for 1999 are bleak Economists are again revising their outlook for Brazil this
year, suggesting a bad situation will grow worse.
"We're looking at somewhere between a 4% and 6% decline in GDP right now. Things are going to
be much worse from an economic perspective," said Jorge Mariscal of the Latin American Equity
Research Division at Goldman, Sachs & Co. A report by US investment bank Bear Sterns last week
forecast Brazil's annual inflation would soar to 17% in 1999. The crisis is already hitting jobs and
output, with employment in the industrial sector shrinking by nearly 6% in 1998, while output was
down 2%, the worst since 1992.
Government reports confirmed record high unemployment, up two full percentage points to 7.6%
last year, and gave dire predictions of nearly 10% joblessness in 1999. The return of inflation seems
less frightening to many Brazilians than the loss of jobs. Sao Paulo registered 16,900 jobs lost just in
the last 45 days.
As Brazilians began the pre-Lenten Carnival celebration, Cardoso tried to ease concerns that the
government was planning new measures during the holiday to appease the IMF and win back
market confidence. "There's not going to be anything different this Carnival," he said. "Those who
are able to dance will dance and those of us who can't, won't dance." [Sources: CNN, 02/02/99; The
New York Times, 02/03/99; Xinhua, 02/05/99; Associated Press, 02/03/99, 02/04/99, 02/06/99; Journal
of Commerce, 01/28/99, 02/04/99, 02/08/99; Inter Press Service, 02/05/99, 02/07/98, 02/08/99; BBC, El
Nuevo Herald (Miami), 02/09/99; Spanish news service EFE, 02/01/99, 02/03/99, 02/10/99; Reuters,
01/29/99, 02/01/99, 02/02/99, 02/04/99, 02/06/99, 02/09-11/99]
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